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Inventory Certificates 
TH E moot question of whether there is merit in taking inventory certificates 
from clients may continue moot as an aca-
demic question, to eternity. The prac-
tical aspect of the matter calls for prompter 
action on the question. 
The practice of taking inventory certif-
icates is a contribution to procedure made 
by our older and more experienced brethren, 
the chartered accountants. Its use in this 
country has been largely at the hands of 
accountants whose background of pro-
cedure was laid in Great Britain. Amer-
ican accountants have been somewhat 
backward in utilizing this protective ex-
pedient, on the theory that it has little 
practical value. The strongest argument 
against its use is found in the contention 
that an unreliable company official who 
would falsify or permit the falsification of 
an inventory, would not hesitate to sign a 
certificate in support thereof. Herein is 
found a second moot question underlying 
the major one at issue. 
And there are other questions. Of what 
value is an inventory certificate unless it is 
signed by a responsible official? What 
personal knowledge have the officials of 
the company as to the detail facts of the 
inventory? If it is the function of the 
auditor to pass judgment on inventories, 
why should he attempt to place the 
responsibility therefor on company offi-
cials? 
General questions of this character may 
not be answered without giving considera-
tion to the terms and conditions under 
which inventories are reviewed by auditors. 
Probably it is safe to assert that not more 
than once in a hundred engagements does 
the auditor have the opportunity of in-
specting quantities at the time the in-
ventory is taken. Too frequently the 
size of the inventory and limitations of 
time and expense imposed by the client do 
not permit of more than a general testing 
of inventory factors and results. It is be-
yond the bounds of possibility for the 
auditor to satisfy himself that the inven-
tory, in its entirety, is the unencumbered 
property of the client. While the auditor 
is charged with possessing a reasonable 
amount of general business knowledge, he 
may not be expected to have all the 
technical and trade information which 
would enable him to pass on the question 
of obsolete or not readily saleable mate-
rials. 
Any conscientious accountant who en-
gages in public practice must expect to 
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face certain difficult tasks and accept cer-
tain audit responsibility. If he is given 
the opportunity of verifying quantities and 
values and keeping establishment of the 
inventory figures under control until com-
pleted, there appears to be no reason why 
he should shirk any audit responsibility 
in the matter and render other than an 
unqualified certificate in so far as it affects 
inventories. If he is not afforded the 
opportunity stated, there is no reason why 
he should assume responsibility which is 
not his. 
The major reason, perhaps, for requiring 
an inventory certificate grows out of the 
fact that accountants too infrequently are 
retained to take or supervise inventories. 
If this function were included in an en-
gagement, there should be little necessity 
for requiring an inventory certificate. 
Under circumstances of small or simple 
inventories, where inspection and a reason-
able degree of business intelligence would 
permit of judgment with regard to obsolete 
or not readily saleable goods, there would 
be little further need for an inventory 
certificate. But the cases in which ac-
countants run afoul, so to speak, of falsifi-
cation are not ones where the inventories 
are small and simple. They are not cases 
in which inventories have been taken 
under audit supervision. Instead thereof 
the amounts are large, the inventories are 
complex, and the responsibility for some of 
the important component parts thereof is 
likely to be assumed by client, banker, 
lawyer, or someone else who is involved in 
the proceedings. As to lack of encum-
brance, it is humanly impossible for the 
auditor to satisfy himself. The use of all 
reasonable means at times fails to disclose 
a condition wherein a part of the inventory 
is affected by a lien of one kind or another. 
The securing of an inventory certificate 
should not be used by the accountant as 
an excuse for making his audit of the in-
ventory any less thorough than he other-
wise would make it. He should work in-
dependently, and should not substitute 
the word of others for his own investigation. 
An inventory certificate may be regarded 
only as a supplement to his own findings; 
a means of protection, as it were, to be 
used in case of necessity. 
The time has arrived, apparently, when 
public accountants should lay aside some 
of the theoretical questions and be governed 
by the practical considerations which 
affect their work. An inventory certifi-
cate theoretically may have no value. A 
dishonest official may sign a certificate 
supporting a falsified inventory. The presi-
dent of a company may have no personal 
knowledge of the details making up the 
total to which he certifies. But where an 
accountant is confronted with an em-
barrassing situation and some of the im-
portant parties to the situation are dis-
posed to criticize the accountant, because 
of the shortcomings of others, for the 
disastrous results for which he may be in 
no way to blame, an inventory certificate 
may have value comparable to that of a 
rare jewel. An accountant's greatest as-
set is his reputation. If the taking of in-
ventory certificates will help to protect 
his reputation, he should lay aside theo-
retical discussion and seize upon any honest 
and ethical measure which will preserve 
his professional standing. 
